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The Journal ofAccountancy
Official Organ of the American Institute of Accountants
A. P. RICHARDSON, Editor

EDITORIAL
The question of the value, or even the
legality, of consolidated balance-sheets
has been the subject of an interesting
discussion in The Times, London. At the annual meeting of
Brunner, Mond & Co., Roscoe Brunner, chairman of directors,
reviewing the operations of the year said:
Consolidated
Balance-sheets

“You will have noticed that a good many of the financial papers have
lately been advocating that a holding company or one such as ours, which
is partly manufacturing and partly holding, should present to the share
holders what is called a consolidated balance-sheet, and an eminent ac
countant has written a book on the subject. While we can defend as
absolutely correct the figure we show in our balance-sheet as the value of
our investments—very largely in subsidiary companies—we do not think
any consolidated balance-sheet can present a true picture of our company’s
affairs, and I am fortified in that opinion by a letter received from an
accountant, also of great eminence, Sir Arthur Whinney, which I have his
permission to read.
“He begins: ‘Allow me as a shareholder in your company to congratu
late you on the very strong position shown by the balance-sheet of the
company, which is just to hand. The company is no doubt rather short of
working capital, but there is plenty of reserve to strengthen the position if
it is considered to be desirable. Although the balance-sheet is silent as to
the investments in subsidiary companies, I hope your board will not be led
into the prevailing error of issuing a balance-sheet in which all the figures
of parent and subsidiary companies are consolidated, which is necessarily
wrong from the point of view of the creditors, and may be wrong as re
gards the shareholders. I should not have intruded my views were it not
that there seems to be a general tendency amongst shareholders and others
to call for consolidated balance-sheets, to which there is, in my opinion,
grave objection.’
“We will leave these eminent accountants to fight out the battle, but in
our own case all our subsidiary companies, with the exception of Synthetic
Ammonia, Limited, and our eastern companies, publish their own ac
counts. Synthetic Ammonia has not up to now published accounts, but
it is in process of being changed from a private company to a public com
pany, and in future it will have to publish them. Remembering that our
eastern companies are only merchanting firms, you will thus see that in our
case a consolidated balance-sheet is wholly unnecessary.”

The eminent accountant to whom Mr.
Brunner refers is Sir Gilbert Garnsey,
whose book, Holding Companies and
their Published Accounts, has had a wide circulation and is gener
ally regarded as an authoritative expression of modern opinion
Modem Position
Defined
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among British accountants. Following the appearance in The
Times of the report of the meeting to which we have referred, Sir
Gilbert Garnsey sends to The Times copy of a letter which he has
addressed to Mr. Brunner explaining his agreement and dis
agreement with the principles laid down by Sir Arthur Whinney,
to which Mr. Brunner had referred. Sir Gilbert Garnsey’s letter
reads as follows:
“Dear Mr. Brunner:
“ I have read with considerable interest your speech at the recent annual
general meeting of your company, and especially that part which dealt
with the published form of account.
“You were good enough to refer to my book on holding companies, and
after reading a letter you had received from Sir Arthur Whinney, you say:
‘We will leave these eminent accountants to fight out the battle.’
“ I fear, however, you are under a misapprehension. There is really no
battle to fight, as there is no difference of opinion between Sir Arthur Whin
ney and myself upon the question under discussion.
“ Nowhere in my book do I advocate the substitution for what I refer to
as the ‘ legal ’ balance-sheet (that is the account which you yourselves now
publish) of any form of consolidated statement. On the contrary, if you
will do me the honour of reading the salient passages in my book you will
see (at page 17) that I emphasize the importance of the ‘legal’ balancesheet and draw attention to the fact that from a creditor’s point of view
this balance-sheet is essential and that it may be so for shareholders and
others.
“What I do point out is that in some cases it is doubtful whether by
itself the ‘ legal ’ balance-sheet of a holding company as prepared nowadays
really gives the shareholders all the information to which they are entitled,
and I go on to mention the different ways in which this objection may be
overcome not indeed by the abandonment of the ‘ legal ’ balance-sheet but
by an addition to it and by way of supplementary information, e. g.,
“ (1) By the publication separately of the balance-sheets of all the
subsidiary undertakings,
“ (2) By the publication of a summary of the assets and liabilities of
all the subsidiary companies taken together, or
“ (3) By the publication of a consolidated balance-sheet of the whole
undertaking embracing the subsidiary companies.
“As I understand it, you think that method (1) above is the best for
your company, and that may well be. This, however, is rather apart from
the main point I desire to make clear, namely, that there is no difference of
opinion between Sir Arthur Whinney and myself or indeed, so far as I am
aware, between accountants generally, on the question you raised in your
speech.
“ I am yours truly,
“Gilbert Garnsey.”

Commenting upon the correspondence between these two leading
accountants, the editor of the financial and commercial depart
ment of The Times says:
“At the recent meeting of Messrs. Brunner, Mond and Co., Mr. Roscoe
Brunner, the chairman, referring to the growing practice of holding com
panies’ issuing consolidated balance-sheets, said he did not think a con
solidated balance-sheet could present a true picture of his company’s
affairs. He further quoted Sir Arthur Whinney in support of his views.
He also suggested that there was a difference of view between Sir Gilbert
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Garnsey (who had written a book on the subject advocating consolidated
balance-sheets) and Sir Arthur Whinney. In a letter to Mr. Brunner,
which is reproduced in another column, Sir Gilbert Garnsey declares that
there is no difference of view between Sir Arthur Whinney and himself or
between accountants generally. Sir Gilbert points out that, in his book,
he did not recommend the substitution of any form of consolidated state
ment for a legal balance-sheet, but that consolidated balance-sheets should
be issued to supplement the meagre information provided in legal balancesheets. Certainly no shareholder wants to abolish the legal balance-sheet.
This is all right so far as it goes, but often it does not go far enough; hence
the demand for more comprehensive information.”

Some years ago it was frequently neces
Development of Con sary for accountants to impress upon
solidated Statements
clients the value of a consolidation in
financial statements in giving shareholders in holding companies a
general view of the effective financial condition of the enterprises
in which they were investors. The reform did not meet with
immediate acceptance and in many cases it was a matter of some
difficulty to carry conviction to the minds of clients. Later,
however, such bodies as the New York stock exchange, the federal
reserve board, and the ways and means committee of the house of
representatives became appreciative of the value of consolidated
accounts and of the meagreness of the light afforded in many cases
by purely holding company accounts, and the practice of consolida
tion extended rapidly so that to-day the standing of consolidated
accounts in American finance is beyond question. Not unnaturally
this change has brought new problems and to-day the accountant
is confronted with the task of dissuading those who are inclined
to carry consolidation beyond its natural and reasonable limits.
Public-utility holding companies (to which someone recently
referred as the great American pyramid) have sometimes under
taken to prepare consolidated accounts, particularly consolidated
income accounts, in which were included the potential interests of
the parent company in income so remote that, as one commentator
put it, they must need a telescope to discern it. The step in
advance which brought us documents so illuminating to stock
holders as the consolidated income account of the United States
Steel Corporation (to cite what is perhaps the best-known ex
ample) has led to consolidated income accounts which seem de
signed rather as a will-o’-the-wisp to potential than as a light to
actual stockholders. Under the influence of conservatism such as
that of Sir Arthur Whinney custom may seem to us sometimes to
broaden down from precedent to precedent unduly slowly in Great
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Britain. Our danger is rather that, unfettered by tradition and
adventurous by nature, we may apply methods, good in them
selves, so hastily or so indiscriminately as to produce evils as
great as those we seek to correct. Some have thought that this
was true of prohibition and of no-par-value stock—is there danger
of its becoming true also of consolidated accounts? We should
welcome discussion by our readers of this point, which we believe
is of very real and pressing importance.

Attention of readers is directed to an
important article appearing elsewhere in
this issue of The Journal of Ac
countancy under the title Practice Before the United States Board
of Tax Appeals. This article is the text of an address delivered by
the Hon. J. G. Korner, Jr., chairman of the board of tax appeals,
at a regional meeting of the American Institute of Accountants
held in Cincinnati last month, supplemented by some additional
comments which Mr. Korner has prepared as a further exposition
of his argument. In brief, the chairman’s counsel—or perhaps
it would be better to say, admonition—to accountants is “Give us
the facts.” He cites the provisions of the law creating the board
of tax appeals and the plan of procedure laid down by the board,
in order to emphasize the important fact that the board is not in a
position to give consideration to anything but evidence which
would be acceptable in a court of law. The board has quasi
judicial functions and those who appear before it are necessarily
advocates. They are required to present clear and consecutive
statements of fact in order to inform the board, not only of the
nature of their arguments, but of the essential things upon which
the arguments are based. It is, or should be, something of a
novelty for an accountant to act as an advocate, and this is prob
ably one of the reasons why there has been some misunderstand
ing of the necessity for a formal presentation of evidence. The
board comes to each case with an entirely open mind and without
any preconceived notion of the points involved. The matter is
entirely new, and it is therefore incumbent upon practitioners
before the board to present their cases as they would have to be
presented before any ordinary court of law. Incidentally, and
this is a point which Mr. Korner did not mention, the bureau of
internal revenue, in defending its action is always represented by a
lawyer, one schooled in the law of evidence. It is a rule of the

“Give us the Facts”
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department that representatives of the solicitor’s office must be
attorneys-at-law. The accountant, therefore, who appears on
behalf of the taxpayer is somewhat at a disadvantage if he be
not equipped with a sufficient knowledge of the law of evidence
to permit him to deal as a lawyer would deal with the questions
at issue.

This is one of the unfortunate condi
tions which seem to be unavoidable.
Mr. Korner explains quite plainly the
necessity for the method of procedure laid down and he sees no
way to avoid the formalities which are involved in practice
before the board. He points with considerable force to the differ
encein the conduct of appeals before the bureau of internal revenue
and before the board of tax appeals. In the one case a represent
ative of the taxpayer sits at a table opposite to men who may be
presumed to understand the technique of accounting, and both
sides have before them a more or less complete history of the case.
It is simply a question of the application of the law and the rules
of the bureau to each case under consideration. Naturally, in
such circumstances there is no necessity for a strict adherence to
the principles of court procedure. The board of tax appeals, on
the other hand, in its judicial capacity must consider only the
facts as they are presented to it. As a consequence of failure to
grasp the importance of complete preparation of cases, many
advocates appearing before the board have found themselves
involved in what they consider a mass of legal technicality, and in
some cases they have floundered hopelessly.

Reasons for Present
Procedure

It is not argued by Mr. Korner that the
accountant who appears before the
board must be a lawyer. True it is that
some accounting firms have preferred to employ lawyers in
the presentation of cases before the board of tax appeals, but on
the other hand it is not at all impossible for an accountant so to
prepare his case that he will sufficiently conform to the rules laid
down by the board. As Mr. Korner says repeatedly in the course
of his address, “Give us the facts.” This raises the whole ques
tion of the extent to which a knowledge of the law of evidence is
necessary. It is one of the most indefinite and perhaps least
understood factors in legal practice, and therefore it is not extraor
dinary nor amazing that many accountants should find

Some Knowledge of
Law Required
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themselves lacking in a knowledge of a matter which is primarily
important to trial lawyers. The rules of evidence are many and
various, but certain of the fundamentals can be acquired without a
tremendous amount of study, and it seems, in view of the prob
ability that practice before the board of tax appeals will steadily
increase, that every accountant should devote a fair amount of
time to acquire familiarity with such rules as are indispensable.

The illustration with which Mr. Korner
concludes his address is singularly
happy. Quoting from the book of
Daniel he summarizes the whole matter in the sentence, “Let the
king tell his servants the dream and we shall shew the interpreta
tion of it”. This indicates not only the necessity for adequate
preparation of cases and presentation of facts, but it also gives
evidence of the earnest desire of the board of tax appeals to deal
fairly and impartially with all issues which are brought before it.
The labor of the board increases day by day, and the burden of the
individual members of the board threatens to become almost over
whelming. In the cause of expedition it seems necessary that
President Coolidge should avail himself of the provisions of the
law creating the board of tax appeals and appoint the full number
of members allowed thereby. Accountants are generally ready
to admit that the board has done splendid work. They appreciate
the difficulties which have confronted the members of the board
and the promptness with which cases have been handled, and they
will doubtless be ready to cooperate with the board in all that will
make for the speedy adjudication of cases. Readiness to act
upon the advice given by Mr. Korner will lighten the task of the
board, facilitate transaction of business and heighten the prob
ability of successful appeal. From every point of view, therefore,
it seems to be desirable that accountants and all other practition
ers before the board should familiarize themselves with the funda
mentals of the law of evidence.
Board Members
Not Prophets

The annual meeting of the American
Institute of Accountants is to be held
this year in Washington, D. C., and the
committee on meetings has requested that attention be drawn to
the dates and place. The headquarters will be at the Hotel
Washington. The open meetings will be held on the 15th and
16th days of September. Council meetings will take place on the
Annual Meeting
of Institute
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14th and 17th, and the usual meeting of members of state boards
of accountancy with the board of examiners of the Institute will
occur on Monday, the 14th. This year the committee is making
arrangements for three important papers to be followed by general
discussions. The number of papers is somewhat less than usual.
This is due to a desire to give ample time for consideration of the
subjects of the papers. It has been found in the past that some
addresses have had to be curtailed or discussion of them alto
gether omitted because of lack of time. The amount of business
to be transacted usually consumes one or two complete sessions,
and as precedent seems to involve the condensation of the meeting
within two days it is believed by the executive committee and
also by the committee on meetings that a more satisfactory
arrangement will be limitation of the number of papers to three.
Every year there is some difficulty in finding accommodation for
members and guests who have not made reservations at the hotel
in advance of the meeting; consequently, the committee urges
that all who expect to attend send in their requests for rooms at
the earliest possible moment. All communications in regard to
accommodations should be addressed to the manager of the
Hotel Washington, Washington, D. C.
The experiences of accountants in
Some Bank Certificates endeavoring to verify bank balances are
various and entertaining. A collection
of bank certificates would probably make good reading and would
indicate that bankers are not unlike many other folk in their
inability to understand the purpose of a simple request. For
example, witness the following copies of certificates which a cor
respondent has submitted. The following was addressed to the
company under audit and turned over to the accountant:
“The balance of your accounts as shown by our books on December 31,
1924, was $.............. We trust this will be sufficient for your needs."

The author of this report seems to be a kindly and obliging soul
and his attitude toward the depositor is one that would meet with
almost universal praise, except from bankers. In response to a
request addressed to another bank the following was returned
with a cheque for the amount indicated:
“We are enclosing herewith our check for $.......... representing bal
ance on the company’s account as of December 31, 1923, as instructed by
Mr. Blank in his letter to us of the 11th. Mr. Blank stated in his letter
for us to send the balance on our books as of November 30. We assume
that he meant December 30 as the account up to November 30 was over
drawn.”
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The office of this magazine has been
inundated by correspondence relative
to recent offers of commissions to ac
countants for the sale of office appliances. It has been seriously
asked what can be done to avoid the insult which is offered by this
kind of proposition. We have frequently referred to what seemed
to be absurd attempts to enlist the cooperation of accountants in
the sale of stationery, equipment, etc. and on the theory that
ridicule would be the best method of treatment of such cases we
have simply presented the matter and left it to the reader to form
his own conclusions. The great number of requests which have
recently been received for advice as to what can be done to pre
vent the tender of such commissions seems to indicate that ac
countants are beginning to chafe under the imputation which
these offers involve. Speaking seriously, therefore, let us say
that there seems to be nothing to be done. It is not illegal to offer
a commission on the sale of any commodity. Perhaps there are a
few men who have accepted such offers—although it is merely a
statement of the truth to say that we do not know of such a case.
Every circular letter which is distributed through the mails
brings a certain amount of revenue to the government of the
United States. It helps the printer and the manufacturer of
stationery. For this reason there may be something to be said in
favor of all circular letters. But it does not appear that there is
any possibility of preventing circularization so long as people
wish to adopt that method of advertisement. It might be well for
the government to consider the desirability of raising the postal
rates on circulars and similar mail matter to such a height that it
would discourage even the most inveterate circularizer. There is
nothing that the person addressed can do except to provide him
self with a large and commodious waste-paper basket.
An Old Offender
Exhumed
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